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Transmittal of Dmﬂ:.ins analysis of the S t-
German Protocol of #3° Anzst 19%3 riet-Bast

Attached is a preliminary analysis of the Soviet-East German Protocol
of 23 August 1953,
25X1A to oCI, G4 - ING.

: The first draft of th 1as submitted informally
ﬂ of that office made
& number of excellent c cisms and guggestions, wkich have been incorporated.

This version of the analysls has not yet been cleared with 0OCI.

s/ |

. 25X1A
Acting ef, Analysis Division .
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COMMENTS ON THE DCONOMIC ASPECTS OF THE SOVIET-EAST GEFHAN PROTOCOL
OF 23 AUCUST 1953
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CGL4ENTS O THR ECONOMIC ASPECTS™F THE SOVIET-EAST GERMAN PROPOGOL CF
23 August 19’5?j,';. ‘ "

Introduetion

The "Protocol on the termination of eolleetion of Germsn redarations
and on other =easures to ease the financialesconomic oblizations of the Gerwan
Democratic Republic connected with the comsequences of the war" 1/ secns to
have t:0 nurposes, both of which, ‘&£ successful, would further the Soviet aim
of keeping Western Germany out of 4he Buropean defense commnity. One purpose
is apparently to bolster the East Gegman government, whose presii-e was severely
shaken by the uprising on 17 June and subsequent disorder. The Protocol is also
an atiempt to induce the West German electorate to reject Adenzuer's narty in 25X6
the coning electicns and to increase sentiment in West Germany for ac .ept
the Soviet Unicn's proposal om German unifieation.

The point of course is thst the Soviets will ask at the -eace conference
for equal representation of the present Commmist government of Fast Gernany
in the all-(teruan government which will supervise the elections, which under
such circumstances might well not be free. The Soviet concessicns anncunced
in the Protocol represent a considerable departure from the =wain line of nost-
war Soviet economic policy with respect to Germsmy, This poliey was character-
ized by the subordination of all other policy objectives to the objective of a-
maximum exploitstion of the economic rescurces of East Germany. This policy .
versisteds The Soviet Union's policy is exemplified by the fact that reparations
orders recelved top priority in the procurement of rew materiszls until the fall
of 1952 when they were demoted to second place by orcers for the East Gernan
arny. 3/ This emphasis on reparations is probsbly the princi-sl reason for
the versistent failure to fulfill the investment part of the Rast German Five
Year Plan. The concessions anncunced in the Protocol are, however, muite
consistent with the “Now Course" announced by the SED (Socialistiche
EinheitsPartei Deutschlands--the Comminist Party of East Germany) on
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10 Jwe 1953, 1In fact, Grotewohl mentions ﬁe rrotocol as pazt of the
“¥Hew Course," y The Specifio memsures announced on 10 June were primarily
8 reversal of the harsh measures $aken in the precedin; year to implenent
the SED's decision to proceed with tie bullding of socialisn, but they were
accompanied by a promise to de~emphasize heavy industry and devote riore
resources to the production and Hstribubion of consumer ;oods. 5/

Althouzh the purpose of the Protas '.ia propaganda, the concessions .
contained therein are real, Two sig Pestions arisc: (1) how effective
are the concessions contained in the Protocol as a vropazanda device in East
and West Gernawy? and (2) what 1s the magnitude of the Soviet concessions to
Bast Germary, and how will they sffect the economies of cach area, This
paper will consider first tig ffeptivences of the Protocol as propaganda
and second the econoric effcets F-4he concessions. ' '

Swmary and Conclusions 25X6

It is also doubtful that anyv.oi; the Soviets say will affect how
the Last Germans feel about them, If, however, living conditions improve
significantly as a result of the cessatlon of reparations and other aspects
of the "lew Course,® the East Germans will probably not resure active
resistance to the regime,

The economie concessions » if carried out as premisecd, could result
in an appreciable improvement in the East German scale of living, The
reduction in reparations and related payments amounts to about 5 percent
of the Bagt German gross natioral produet and should cause a more than
10 percent increase in industrial goods available for domestic consunption,
export, or investment, Whether the East German governnent will carry out
the promises of the "Hew Course! and actually increase the supply of
conswierst poods at the expense of the investment progran is not yet
apparent,

-2‘
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The Soviets are giving up large claims that they prebably never
expecied to collect; in fact some of the glaims seem to be the latest
expressicn of Soviet inventive genius. .Pwe USSR is, in fact, giving
up a current income of less than one bil3don dollars & yesr. The
economic cost to the Seviet Union of the conecessions to hast Germany
can be evaluated only in terms of what the Soviets expect to receive
in return. liost likely this is pestoration of the authority of “he
Hzst German Communist governmen® and complete Sovietizaticn and inte-

. gration of East Germany into the $oviet bloc. A possible, though less
likely, goal is an unified, but newgralized, Uermany. In either case,
they undoubtedly hope te confound the Western Allies and sow disunity
among them. ' .

Effectivenesé of Concessions as Propaganda

The release of w.r prisoners, the return of the Soviet Corporations
(SiGs), the cessation of reparations payments, and granting of fereign
trade credits will probably evoke from most West Germans an expression
to the effect that it's abeut time. It could be pointed cut (1) thut
the Western Allies had returned virtually all prisoners of war by 1947;
(2) that they never contemplated or recognized the legitimacy of Russia
taking reparations from current preduction; _é/ (3) that they never
agreed to the $10 billion claimed by the USSR as reparaticns; 6/ (4) that
conversion of German plants to Sovist ewnership was contrary to Allied
agreements; 7/ and (5) that in the postwar years US aid tc Western Ger-
many amounted to $3.2 billion, of which only $1.2 billion is to be re-
paid, and that British and French claims for aid of more than half a
billion were similarly scaled down. 8/

The propazanda motive of the USSK in forgiving debt incurred for
external occupation expenditure and other debt incurred in postwar
years {except for obligations resulting from trade agreements) is made
clear by Grotewohl in a speech in Moscow where, in speaking of the
West Uerman debt settlement, he said, "If the proposal of the Soviet
Union is accepted, then West Germany would be free from the. ebligation
to pay Di¥ 227 million a year until 1958, and indeed Di 450 million a
year as from 1958 regarding amertization and interest." 9/ Just what
these external occupation costs are for, it is hard te imagins, 'In
his speech before the Volkskammer on August 25, Grotewohl said that
this external debt amounted to DME 25 billion for Zast Uermany alone.
He .ent on to say, "fhe Western powers have not yet published their
figures on tnis special account, but they are incompsrably higher...
and Germany, namely the whole of Germany, has been relieved of pay-
ment to the Soviet Union of Stute postwar debts."l0/ These debts
might possibly be for the cost of transportinz Soviet supplies, or
the ruble pay of the Soviet troops in lermany, or even the entire
cost of keeping Soviet "supply troops" in the other European satel-
lites. vhzatever the nature of these debts, they have not oeen dis-
closed heretofore, and it is unlikely that their counterpart could be
found in the postwar financial accounts of the Wesbern Allies,
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.., 9aly im the statenent on the reduct oR &Y occupation costs do the
—zviels Lave a propacanda weapen that real¥PPhits homé, Grotewoh) states
Lt dn 1953 West German occupitlms costs awounted to DI 9,7 billion, ox
"3Le5 percent o7 the total Sudoelngpy Sncone, 11/ The implied contrast

38 with the statement in the protoligl to the efrcct that Scwist occupation
costs will be rodueed to 5 percent of the state budget. The first

Stotement is, at best, ondy half true and the second does ot represent a
v2lid comparison. West Geman expenditures budgeted for occupation costs
and defense ia the fiscal year beginuing April 1, 1953 amounted to DH

249 million, ¥/ Compared 1iith the Fedaral sadget aply, which amounts

to I 23,5 niTlion for the sane period, occupation eosts and defense
expenditures conprise 42,2 percent, Although the perccitages do met

Check exactly, this must have been the comparisen Grotewohl bad ‘in :ind,

The budget of the German Denoecratic fepublic includes, howewsf; tic

receipts and cxpenditures of local goverments, itie state soeial insurance
funds, and nmost important of all, the nationalized industry., .west German
occupation costs and defense expenditures amount to 19,3 perccat of the
combined Federal, Ldnder (provincial), local and social insirance budzets.13y/

The only way to allow for the inclusion of the nationaliged industry
in the East German budget is o campare occupation costs, nok as a pere
centasc of governmental budgets, but as a percentase of the fross national
products (GHP) of the respective areas. :
for this purposes The GHP of Bast Germany for 1952 ie tinated at DD
L0e3 billion in 1950 prices. I is assumed tuat occupation costs were
the sane in 1952 as 1953, i.e., DHE 1,950 million, Ho adjustment is
made for price changes because, while 1952 prices arc rrobebly 15 percent
higher than 1)50, it is also likely that the Soviets wocount for o part of
occupation costs in 19LL prices. As a rough estimate, therefore, Soviet
occupation costs in 1952 amounted to L8 percemt of G, The GHP of West
Germany in 1952 was DM 120,9 billion, 1 Oecupation costs, mimus occupation
investment, amounted to DI 5,7 billion, Oecupation costs therefore amounted
to L.l percent of GNP, or about the same as in East Germany., On the basis,
occupation cost ner occupation soldier, Soviet occupation costc » however,
are far lover than Allied occupation costs, 35/

Econamic Effects of Concessions on East Germany

Ii is ironic thet the Soviets camngt claim credit for all of the
economic venefits accruing to East Germany from the cessaticn of reparations
deliveries and return of the SAG's, because they have never admitted to

~ taking out so much. On lMay 16, 29%0 e Soviet Hews ‘gency announced

- that total Soviet reparation demands had been reduced fron {10,000 nillion
. Gemanded at Yalta to 96,829 mdillion in 1938 prices, but that only $34650
-, Billdon would have been paid by the end of 1951, Thus 3,171 million

o
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- Femained to be pald by 1965. 16/ The of August 23 announded

- that $2,537 millten would remain to be mias at the end of 1953, apd At

- was this avount that was cancelled, 17/ The soviets thus claim.ghat .

Tty $63h million in reparations will have been pald in 1952 and 1953, o
Gonverted at DIf 2.5 1o the dollar.(the 1936 rate sali to be used b Lhe Soviets)l8/
and increased by 50 percent to allow:for prick facreases, this awounts to-

DME 2,378 million in current pp A of ‘PNE 1,189 million each year. '

- Togsther with admitted occupation cos§s, the total admitted takings amount
to about DME 3,140 million each &gy This is about the same as the estimate
from budzet dats for these two items made by HIGOG Berlin for 1950 amx&-1951, _1_9/
HICOG points out, however, that a complete sccounting for the soviet taie
from the East German economy mast include seyeral other items, e.g.,
mysterious transfers' of DME 400 sd11ton 1n 1950 and DME 600 million in
1951 to the Soviet-owned Ouarantee and Credfs. Bank. These items may be

6 uranium wining profeet, SAG Wismat, Gther iteas
' , , : in an ‘es Tiate of the Toviet take aire profits of
. the SAG's estimated at Difj 600-700 mi1lion a year, rent paid by the SAG's,
" Sransportation casts, and withdrawals'fegm Soviet accounts with the Deutsche
‘. Hotenbank, _%Q/‘rheae datter accounts Wepulted from the one to one conversion

- of Relehs marks captured or printed by ¥ Soviets immediatoly after the war,

Altogether HICQG, Berlin, conservatively estimates the Soviet take i

and 1951 at DM 4 to Ly

The SFD arrives at s, figure for reparations (not including occupation -
costs) of $28 villion for the period 1945 through 1952, Their use of the
conversion rate of 2.5 marks to the dolla¥ fer the ‘ '

~ ouestion, but even five %o the dollar (the edrrent of y
- equals §0,30) would make the SPB estdmate of total .reparatlons $14 billisn
paid through 1952, 22/compared with a.Joviet claim of only 33 billion,

Using the figure of DME k. 5 billism:as total Soriet takings a year
and deductin< DME 2 billion for occupatiem  coats and “the ‘¢ost of rumning
SAG Yismut, which was not returned, East Germany will be relieved of yearly
- payments of about DME 2,5 billiom.” This Tigure of DHE 2.5 billion perhaps
ought to be reduced by the mnount, Of Soviet investment in the 84G's, How
much this investment has been yearly, and %o what extent it has been off-
to the SAG's is very much a moot question,
'” suk DME 2.5 billion
7 Linanclel zain to East Germany
8 con in the proteecl. M 2,5 billion
represents 5 percent of estimated (NP at eurrent prices, 23/ sSince almost
related payments will mean about a - percent increase in industrial goodg -
available for domestic censumption, export, or investment. 24/ vhether -
the Fast German govertiment will carry ont ﬂj@%‘Ma&s of the "New Course*
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e netunlly drer: ose suppliss of consumers' zeods at the expense ol the )
investaent program is net rab ap orenty. The tulk of repsrations shipments
have cconsiubed of smchiner;%xd fine ma . es and opties, a good part. @
which could prooably find a ready markefidn ths Western world. It U
doubtful, however, that thers will be @My aprrecicnle shift of Eust Gersisn
trade in this cirection, .L is wore likely thel ;0005 formerly shipped

&: repgrgtions 1711l now be exportgd to the USHH snd bt Soviet wplec., ihe
nature of the =0 G recsived by the East Oermans in return and the use
Axde ol Lien will deleruine the ecliomic sffects of the concessioms on the
Eaey Lirwan egonomy. The Soviets alse prozmisze to sup;ly 75 percent of the
focd ror their occus:tion troops; whether ti:is gencession is included in
the reduction of occupetl.on cests is rot known. - ' ‘

The eredil of about 60 wdi¥on @ year for two yesrs extendsd by the
Seviet Union wo Fast Lermany is net quite as greut 2 Loon as it &p.eare,
beciruse there i: considerable evidenge that the so.iet Union peceives
ille; itinate Lerefits from Tast Germany threwgh preferential pricing in
‘orcign trade.2i/ On the busis of trede dats contained in ORR contributien
to Ik 27 (which are understated if ything) and accounts in the Zast
Gerzen sress of the percentace increasedn trade expected under the 1953
btrade agreswent with the UsiR, it 1s estincted that the loan will peruit
Ba b termany to increase Laports from ihe Soviet Union from gbout L250
slilion a yesr to 5310 miilicn, 26/ o .

Teonoii ¢ Gosk of Coneessicns to the U33K

The concessions of the Soviet Union will result in a finsscisl sac—
rifice of 4750 million & yeur beginning in 1954 for reparations and
related pa,mets, including the profits of the Sais. The valuc of the
M fuslt returnad, plus the a.ount owed on the 66 SAGs returned in .y
1952 was stated wo be DHE 3,130 million, or 4939 million at the official
exctange rate ol one DME equals $0.30. The eredit of 60 millien « year
for two yours is te be repaid beginning at the end of ihe seaond jeair at
2 percent interest., It is doubtful that the Soviet Unlon ever intended
Lo collzet the D 25 billion debt for externsl ocoupation ¢usts which
they “wve forziven the Zast Cermans. This can be viewed as « propaganda
ganeuver only. In turning back te Uerman centrol virtually «11.o7 the
SAGs¥ the Soviets relinquish a measure of direct éontrol over .ast ‘ere
man industry. They prebably believe that the same resulis can be
achisved throuzh pelitical means, . . K

¥ , : : )
¥ Thirty=five sere believed to remain after the return of 66 in iay 1952;27/
the Soviets have snnouneed the return of 33, This discrepancy may merely @ -
result en error in counting the nwaber remgining after .ay 1952, The full
list of thosc returned under the Protecol has not bsen published by the Eagt

Cepnan govarnnent e ’

b
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